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1. 


PURPOSE 


The  purpose  of  this  study  is  to  identify  the  elements  which  most 
substantially  affect  the  share  of  family  income  spent  on  housing,  and  to 
attempt  to  measure  the  effect  of  each  element  on  total  demand.  This 
study  is  one  of  several  undertaken  to  develop  background  for  a  housing 
market  analysis  and  forecast  for  the  Boston  Area. 


.  "   APPROACH 

Many  elements  affect  the  propensity  of  families  to  consume  housing. 
The  most  significant  are:  family  income,  size  of  family  and  the  status 
of  the  family  head  as  described  by  age,  education,  and  occupational  level. 

It  is  difficult  to  measure  the  relative  effect  of  each  of  these 
factors.  Housing  experts  seem  to  agree  that  income  is  the  largest  single 
determinant  of  housing  consumption.  Housing  Market  Analysis  states  that 
if  other  variables  are  held  constant,  the  portion  of  income  that  any  in- 

i  V 

come  class  spends  on  rent  is  relatively  stable.   Therefore,  if  informa- 
tion is  available  on  the  distribution  of  families  among  income  groups, 
and  the  average  propensity  to  consume  on  housing  is  figured  for  each 
group  according  to  income,  housing  expenditures  can  be  estimated. 


1 
Housing  and  Home  Finance  Agency,  Division  of  Housing  Research, 

Housing  Market  Analysis,  A  Study  of  Theory  and  Methods,  Washington  CPO 

1953),  p.  65 
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2. 

But  it  is  not  valid  to  assume  that  the  other  variables  remain 
constant  over  periods  of  time.  Family  characteristics  change  in  time 
and  so  also  does  the  relative  importance  of  the  variables  which  affect 
the  consumption  pattern.  By  studying  expenditures  on  housing  "by  fami- 
lies grouped  according  to  each  element  separately  (as  data  permits) 
the  following  were  found  to  be  true  generally  (refer  to  Tables  I-Vl): 

1.  As  family  income  increases,  the  dollars  spent  on  housing 
increase,  but  the  percent  of  income  spent  on  housing  decreases. 

2.  As  family  size  increases  the  percent  of  income  spent  on 
housing  decreases. 

3.  As  age  of  family  head  increases  the  percent  of  income  spent 
on  housing  generally  decreases,  rising  again  after  retirement  age. 

4.  As  the  educational  and  occupational  level  of  the  family  head 
increases  the  percent  of  income  spent  on  housing  increases. 

Rates  of  increase  and  decrease  in  expenditure  as  each  element 
changes  may  be  determined  by  analyzing  trends,  but  lack  of  data  es- 
tablishing the  relationship  between  elements  makes  it  difficult  to 
estimate  the  degree  of  effect  that  a  change  in  one  has  on  total  demand. 

Perhaps  it  is  safe  to  assume  for  a  large  market  area  such  as  the 
Boston  SMA  that  the  factors  which  are  known  to  affect  demand,  but  can- 
not be  measured,  balance  each  other  out.  If  correct } project ions  based 
upon  only  family  distribution  among  income  groups  might  yield  reasonably 
accurate  market  information.  Thus,  estimating  future  available  money 
for  consumption  of  housing  is  a  simple  matter  of  applying  spending  pro- 
pensities found  for  families  in  different  income  groups  to  projected 

2 
data  on  family  distribution  among  income  groups. 


2 
BRA  Planning  Department • . .  A  Report  on  the  Development  and  Testing 

of  Methodology  for  Carrying  Out  a  Housing  Market  Analysis,  pp.  25,  mimeo, 

BRA,  Boston,  October  14,  1960. 
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3. 

The  formula 

I  P  =  R 
where 

I  =  total  family  income; 

P  is  the  percentage  of  income  spent  on  housing 
and 

R  is  the  amount  spent  in  the  past  or  available  in  the  future 
for  housing  consumption  states  the  basic  relationship. 

This  formula  may  be  used  to  total  family  income  in  each  group 
($0  -  999,  1000  -  1999,  2000  -  2999,  etc.)  available  for  housing  (see 
Table  I).  Tables  IV  and  V  thoroughly  indicate  the  range  values  for  "P" 
which  may  exist  in  each  income  group  due  to  variations  in  family  character- 
istics. This  is  shown  quite  clearly  in  Table  VI.  Thus,  projecting 
consumption  expenditures  for  housing  based  on  the  assumption  that  vari- 
ations in  family  income  is  so  overwhelmingly  the  dominant  element  is 
likely  to  lead  to  significant  errors. 

The  original  objective  of  this  study  was  to  identify  a  series  of 
"P's"  reflecting  the  effect  of  all  the  elements  on  total  demand  which 
would  describe  spending  propensities  by  income  group.  These  "p's"  would 
be  introduced  into  the  basic  formula.  A  projection  of  change  in  housing 
demand  from  the  year  1940  to  1950  to  1960  for  the  Boston  SMA  would  pro- 
vide a  test  for  the  validity  of  the  "p's"  chosen  by  comparing  the  pro- 
jections with  existing  data  for  those  years.  However,  this  objective 
could  not  be  achieved  largely  due  to  the  lack  of  detailed  information 
establishing  the  relationships  between  all  characteristics  and  income. 
The  study  was  confined  largely  to  gaining  a  quantative  understanding  of 
these  variables  for  use  as  background  in  a  housing  market  analysis  rather 
than  as  inputs  in  a  mathematical  model. 
610329 


4, 


.."  .  TABLES 

This  project  thus  far  has  been  limited  to  outlining  the  above 
problems  and  possibilities  concerning  the  search  for  a  solution  to 
handling  the  elements  constituting  the  level  of  housing  demand.  The 
only  "p's"  provided  which  may  be  used  for  a  simplified  analysis  are 
listed  in  Table  VI:  the  percentage  range  of  housing  expenditures  by 
income  class.  This  table,  to  be  useful  in  providing  a  range  of  "P's" 
for  forecasting  demand  should  be  compared  with  corresponding  data  for 
other  years,  to  determine  if  and  how  P  varies  between  years.  Adjust- 
ments could  be  made  to  develop  a  series  of  "P's"  suitable  for  project- 
ing housing  demand. 

Tables  I  through  V  serve  mainly  to  describe  family  character- 
istics and  spending  habits  by  each  separate  element  of  housing  demand, 
providing  no  clues  as  to  how  these  elements  work  together. 
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Table  VI 
RENTAL  EXPENDITURES  BY  INCOME  GROUP,  BOSTON  METROPOLITAN  AREA,  1950 


Family 

Typical 

Rent  ex- 

Range of  rent 

Per  cent 

Distri- 

Monthly 

pressed  as 

most 

of 

families 

Income  Group 

bution 

Rent* 

is  of  Income 

Frequented 

in 

this  group 

$   0-999 

12.2$ 

$15  -  49 

41  -  108$ 

$40  -  49 

15.4$ 

1000  -  1999 

12.9 

15  -  49 

14  -  36 

40  -  49 

16.0 

2000  -  2999 

22.9 

20  -  49 

11  -  22 

40  -  49 

19.4 

3000  -  3999 

23.1 

25  -  59 

9-19 

40  -  49 

22.0 

4000  -  4999 

12.4 

25  -  59 

7-15 

20  -  49 

22.4 

5000  -  5999 

7.5 

25  -  74 

6-15 

40  -  49 

22.6 

6000  -  6999 

3.6 

30  -  74 

6-12 

40  -  49 

20.3 

7000  -  9999 

3.7 

30  -  99 

5-12 

40  -  49 

20.1 

10000  &  over 

1.7 

40  -100 

5-12 

100  &  over 

31.9 

At  least  7 
ranges. 


of  all  families  in  each  income  group  fall  within  these 


Source:  U.  S.  Department  of  Commerce,  Bureau  of  the  Census,  1950  U.S.  Census 
of  Housing,  Boston  Standard  Metropolitan  Area,  (Washington:  U.S.  Government 
Printing  Office,  1952),  Table  A-7,  Income  in  1949  of  primary  families  and 
individuals  in  owner  and  renter-occupied  dwelling  units,  for  the  Boston  Stand- 
ard Metropolitan  Area:  1950. 

(The  above  Table  presents  Contract  Monthly  Rent  by  income,  in  summary  form, 
converting  absolute  figures  into  percents  for  analysis  purposes  in  comparing 
spending  habits  in  different  income  groups.) 
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11. 


RECOMMENDATIONS 

The  following  two  recommendations  are  for  future  work  that  must 
"be  carried  out  "before  this  range  of  elements  which  affect  the  level  of 
housing  demand  can  "be  considered  operationally  in  the  preparation  of 
forecasts  of  housing  demand. 

First,  a  means  must  "be  found  for  considering  these  variables  in 
an  integrated  fashion.  The  first  objective  in  doing  this  should  be  to 
develop  a  formal  system,  probably  employing  mathematical  relationships 
and  techniques,  for  handling  these  elements  in  an  integrated  fashion. 
Failing  this,  a  less  formal,  more  subjective,  technique  must  be  devised 
for  evaluating  the  possible  variations  in  demands  forecasted  on  the 
basis  of  income  only  due  to  changes  in  family  characteristics. 

Second,  evaluate  and  perfect  the  system  by  testing  it  in  histori* 
cal  periods  for  which  family  characteristics  are  known  against  observed 
correlations  between  housing  expenditures,  income  and  family  character- 
istics. The  testing  process  should  be  carried  out  within  the  broad 
framework  of  supply  and  demand  elements  in  The  Effect  of  Variations  in 
Income  on  the  Demand  for  Housing. 


BRA,  Planning  Department  .  .  .,  A  Report  on  the  Development  and 
Testing  of  Methodology  for  Carrying  Out  a  Housing  Market  Analysis, 
pp.  25,  mimeo.,  BRA,  Boston,  October  14,  1960. 
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